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Investment Policy
City of Galveston, Texas

Policy Statement

The Investment Policy, known as “The Investment Policy of the City of
Galveston” (the “Investment Policy”) complies with and incorporates the
Public Funds Investment Act, (the “Act”), Chapter 2256, Texas Government
Code and the Public Funds Collateral Act, Chapter 2257, Texas Government
Code.

All applicable provisions of the Act, as amended, pted by
incorporation of Appendix A, the Act, in its entirety. A

In the event of a conflict with these investment policies and the)Act, the more

restrictive of the two shall control.

onsibl)as custodians

“Clty”) tha the administration and

highest public trust.
Investments shall be made in a_manner |ch will provide the maximum
security of principal thro anagement and diversification while
meeting the daily cash f){ Citysand conforming to all applicable
state and local statues, rules and regulations governing the investment of
public funds.

The Investment |cy is ba andards of prudent money management.
Effective cash ' mana ment and cash investment practices are
recognlz esse good fiscal management and have been
incorperated into the inves ment program.

|
< ’@hcy shall apply to all financial assets and pooled funds of
the “City and vern the management of Investments by the Finance

Department of the City of Galveston. The Investment Policy shall govern the
investmentymanagement process with respect to investments managed by
the Finance Department of the City of Galveston for the General Fund,
Special Revenue Funds, Debt Service Funds, Capital Project Funds and
Enterprise Funds. The investments will meet the cash flow requirements of
the City as established by City Council and City management. These funds
are defined in the City’s Comprehensive Annual Financial Report (CAFR).
This Investment Policy applies to any new fund created by the City unless
specifically exempted by the City Council and this Investment Policy.

All participants in the investment process Ihact r
of the public trust.

It is the policy of the City of Galvesto
investment of its funds shall ‘be han
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Il General Objectives
(1) The emphasis of all investment activity shall be safety, liquidity,
diversification and yield.

a. Safety. The primary objective shall be on safety and
preservation of principal. Adherence to the permitted
investments listed in the Investment Policy will maximize safety.
Whenever practical, assets held in the common investment
portfolio shall be diversified to minimize the risk of loss resulting
from one concentration of assets in a specific maturity, a
specific issuer, or a specific class of securities. Whenever
possible, the City will purchase non-callable in order
to best ensure the laddering of maturities and b cing of
classes of securities. The City’s investments shall be reviewed
and rebalanced with respect to diversification at\least once per
calendar quarter. The emphasi on intaining a
prudent level of cash (money ma d* investment pool)
balances, relative to security gypes.an

b. Liquidity. The goal of liquidity is to maintain available cash
balances sufficient to cover&ip and unexpected cash
demands. The City’ssinv ent portfolio will remain sufficiently
liquid to meet all daily opera equirements.

c. Diversification. Whenever actical, assets held in the
portfolio(s) shallbe “diversified| to minimize the risk of loss
resulting frem the con tion/of assets in a specific maturity,
a specific issuer,/ or a specific market sector. The City’s
investments, shall be reviewed and rebalanced with respect to

diversificati t least. once per calendar quarter.
d. Yield. Yield

siderations shall be subordinate to safety and
liquidity requirements, but shall be maximized within those
&nstraints\thro h prudent and active management.

f.Required Ratings. The Investment Officers shall take all
nt measures consistent with this Investment Policy to liquidate
tment that does not meet any minimum specified rating.
Investment Officers or the Advisor will monitor the credit ratings of
all rated investments at all times. Should any investment requiring
minimum ratings be placed on market watch, downgraded or
‘placed on credit watch by any nationally recognized rating agency,
Investment Officers shall notify the Finance Director immediately.
Liquidation of the security may, but need not be, effected.
Evaluation of the cause of the action, the maturity of the security,
and the position of the security in the portfolio will be considered
and prudent measures taken to protect City funds.

(3) Prudent Person Rule. The standard of prudence to be used in the
investment function shall be the "prudent person" standard and
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shall be applied in the context of managing the overall portfolio.
This standard states:

"Investments shall be made with judgement and care, under
circumstances then prevailing, which persons of prudence,
discretion, and intelligence exercise in the management of their
own affairs, not for speculation, but for investment, considering the
probable safety of their capital as well as the expected income to
be derived."

In determining whether investment personnel ex rudence
with respect to an investment decision, the determinati hall be

made taking into consideration:
a. the investment of all funds over which investmen nel had
responsibility rather than a consider o the prudence of a

single investment, and
b. whether the investment decision was consistent with the written

Investment Policy.

Investment personnel involved [in inve nt caions, when acting in
accordance with this Investment Rolicy and exercising due diligence, shall not
be held responsible for a a specific investment’s credit risk or
market price, provided %‘iox

li
ro ectations are reported in a timely
manner and appropriate action is taken to control adverse developments.

The City commingles its o atMnd reserve funds into one investment
portfolio for investment purposes of efficiency, accurate distribution of
interest, Maximum\jpve ment opportunity. Bond funds are managed
separately. in {accordance” with their anticipated expenditure schedule.
Although ingled, the City recognizes the unique characteristics and

ds'of.the‘individual'funds in its strategy statement and management of the

S. em um dollar weighted average maturity of the entire portfolio
shall be’no greater than 18 months.

1. Investme&Strat

(1) Operating Funds. The investment strategy for operating funds
as as its primary objective assurance that anticipated liabilities are
matched and adequate investment liquidity provided. This may be
accomplished by purchasing high quality, short- to medium-term
maturity securities, which will complement each other in a laddered
maturity  structure permitting some extension for yield
enhancement.
(2) Debt Service Funds. The investment strategy for debt service
funds shall have as its primary objective the assurance of available
funds adequate to fund the debt service obligations on a timely
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basis. Successive debt service dates will be fully funded before
extension.

(3) Bond Reserve Funds. The investment strategy for bond reserve
funds shall have as its primary objective the ability to generate a
revenue stream to the bond reserve funds from high quality
securities with a low degree of volatility. Securities should be high
credit quality and, except as may be required by a bond ordinance
specific to an individual issue, of short to intermediate-term
maturities. Reserve portfolios will utilize securities with a maximum
maturity of five years and have a maximum weighted average
maturity, if managed as a separate portfolio, no eed three
years.

(4) Capital Project Funds. The investment strategy for capital project
funds will have as its primary objective assurance that anticipated
expenditures are matched with maturing investmen r @adequate
liquidity. The stated final maturity date uritiei d may not

exceed the estimated project completion
Separately managed portfolios are to ed ) 'with the specific
expenditure schedules and legal requnsfts of tho funds. The portfolios

will be guided by the provisions of this In ent. P

Cash Management
Effective cash mana ized as essential to a prudent

investment strategy and veraII flscal management. Cash management is
defined as the processiof,managing monies in order to ensure maximum cash
availability and fuse. Cityy, shall maintain a comprehensive cash
management prsram, wh

des collection of accounts receivable,

prudent investment, of its available cash, disbursement of payments in
accorda invoice terms and the management of banking services.
As a_pa is,.comprehensive cash management program, the City

ogni there'is the potential need for unexpected cash drawdowns

} hur e season which commences in June and concludes in

No er of each year. The portfolio should be structured so that adequate
investments mature during this period.

IV. Suitable and Authorized Investments
Authorized investments shall be limited to the following, as further defined by
the Act:

(1) Obligations of the United States or its agencies and instrumentalities
to include obligations in which the principal and interest are
unconditionally guaranteed or insured by, or backed by the full faith
and credit of, this state or the United States or their respective
agencies and instrumentalities, including obligations that are fully
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guaranteed or insured by the Federal Deposit Insurance Corporation
(“FDIC”), National Credit Union Share Insurance Fund (“NCUSIF”)
or by the explicit full faith and credit of the United States per Texas
State Code 2256.0009.

(2) Obligations of the Federal Home Loan Bank (FHLB) per Texas State
Code 2256.0009.

(3) Municipal Securities per Texas State Code 2256.009

(4) Fully insured or collateralized certificates of deposit at commercial
banks, savings banks and credit unions per Texas State Code
2256.010.

(5) Repurchase agreements collateralized by U.S. or U.S.
Government Agency securities per Texas State/Code 22 11

(6) Securities and Exchange Commission (the “SEC”) registered, no
load money market funds as permitt
2256.014.

(7) Texas local government investment po Texas State Code
2256.016. Although this Invest t*“Polic es not permit direct
purchase of commercial pap%; investment ypools that contain

commercial paper as well as an st specifically authorized

within the Act are permitted. \

The City’s ownership share of any public funds investment pool shall be
limited to 10% of the overall pool balance.

by Texas State Code

Exemption of Existing Investments
The City is not required to liquidate investments that were authorized
investments at thgime rchase.. Any investments held that do not meet

the guidelines of the Investment Policy shall be reviewed to determine ability
to liquidate. If the'security cannot be liquidated because of material adverse
changes ue sinee the time of purchase, and holding the security to
maturity’ ndoes not negatively affect disbursement or cash flow, a
recomme iomyof.holding the security to maturity is acceptable. At all times,
)@dati!s | be effected taking into account the prudent person standard.
Certain'Prohibited Investments

The Cityis prohibited from investing in companies that do business in Sudan,
Iran, or with” Foreign Terrorist Organizations (collectively known as “Listed
Companies”).

V. Incorporation of the Public Funds Investment Act
(1) Competitive Bidding. All individual security transactions shall
require at least three competitive bids/offers where practicable.
(2) Delivery versus Payment. Transactions must be settled on a
delivery-versus-payment (DVP) basis to a City approved depository
except for transactions involving mutual funds or investment pool
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funds. This assures City control of all its funds and assets. No
securities shall be held by transaction counterparty.

(3) Independent Third-Party Safekeeping. Collateral provided for
bank time and demand deposits as well as repurchase agreements
will be held by an independent third-party safekeeping agent
approved by the City and providing the City with original
safekeeping receipts. Authorized collateral will include:

a. Obligations of the U.S. Government and its agencies and
instrumentalities, including mortgage-backed securiti
b. Municipal obligations of any state or subdivisiony

less than

AA or equivalent by a Nationally Recognizéd Statis Rating
Organization ("NRSRO”).
All City-owned securities will be registere in th of the

City in a segregated third-party safekeepin ntthrough the City’s
contracted depository. Financial in ing as City
depositories will be required to S|gr&part depository agreement
with the City and the independent s ep gent (custodian) in
compliance with the Financial'l i Recover, and
Enforcement Act (“FIRREA”). The a all define the collateral
and City rights to the collateral in case of default, bankruptcy, or
closing and shall%lls aﬁcted ecurity interest in compliance
e regula

with Federal and which require that:

a
b. ThelAgree be oved by the Board of Directors or the
Lo% Committee of the Depository and a copy of the meeting
minutes or resolution reference must be delivered to the City;
 and
c. No listing“of*pledged collateral shall be part of the written

emer}

'< (’ Coll | Policy. Collateralization is required for all uninsured

collected balances. Collateral will be equal to or exceed 110% of
the total deposit amount of all operating accounts, with accrued
interest, if any. Substitution will be granted with prior City approval.
‘Counterparties will be contractually liable for monitoring and
maintaining the required margin levels on all collateral at all times.
The City will value the collateral securities monthly unless market
conditions warrant more frequent valuation. If the market value of
collateral is deficient, additional collateral must be requested.

Collateral will be equal to or exceed 102% of the daily repurchase
sweep agreement amount.
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VL. Diversification and Maximum Maturities
(1) Diversification. Diversification will be used to minimize risk of loss
by over-investment in a particular market sector, maturity or
security. The City will strive for portfolios with laddered maturities
and securities in accordance with the authorized investments and
maximum maturity constraints. To assure diversification in the
portfolio the following limits will be imposed:

Investment Type Max. % in Portfolio
US Treasury Obligations 100%
US Agency and Instrumentality Obligations %
SEC Registered Money Market Funds
Repurchase Agreements 50%

Flex Repurchase (Bond Funds) 50%
Municipal Securities
Local Government Investment Pools %
Collateralized, FDIC or NCUSIFzinsured C ) 50%

(2) Maximum Maturities. The max ity for investments
designated for operations; C t debt service, and construction
funds shall not exceed 86 mont The rity for debt service
reserve holdings can be extended to the life of the bond maturity or
five years, whic ri I&

(3) Weighted AvxmeMSu r Pooled Fund Groupings. The

maximum dollar weighted average maturity of the entire portfolio
shall be po"greater than 18 months based on the stated maturity
date.

VIl. Finance, I&cal Affairs and Investment Advisory Committee (the
“C«mittee”)

Ordinance No. 19-042 established the reconstituted Finance and Fiscal

Affi';rs Commi which.is now charged with the duties of the Investment

ittee. The committee shall be composed of seven voting
non-voting ex-officio member of city council. All members
by the city council. There shall be appointed additional
non-voting, advisory members as deemed necessary and as appointed by the
city council:

7
The committee is established to review and evaluate for the purpose of
making recommendations to council, review of the city’s financial statements
and reports, audit, budget and budget performance, fund accounting and fund
balances, and financial management policies. The Committee’s
responsibilities also include the review of the City’s Investment Policy
annually, review investment recommendations, review investment reports,
oversee the City’s investment portfolio to ensure compliance with State law,
adopt a list of qualified brokers authorized to engage in investment
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transactions and approve the independent source providing state mandated

investment training.

VIIl. Designation of Investment Officers

(1) Delegation of Investment Authority. The Assistant City Manager

of Finance, Executive Director/City Controller and Accounting
Manager shall be designated as Investment Officers to execute the
investment management process of local revenues. Investments of
five (5) million or more will require authorization by two investment
officers. The Assistant City Manager of Finance may temporarily
designate another qualified staff individual to_function as
Investment Officer in his or her place if and when ary. That
individual will also attend the state mandated training“described

below.

The Investment Officers shall review investment p at least
once per quarter for conformance to this lnv y and the
needs of the City.

The Investment Officers sha ve and  maintain written
administrative procedures the operation” of the investment
program, which are fconsis with Investment Policy.
Procedures will include, safekeeping, settlement, documentation,
other investment related activities.

agreements, ::z
(2) Investment ing.. The“lnvestment Officers shall attend ten
(10) hours_of investment training within twelve (12) months of
assuml g dulti nd'subsequently shall attend 10 hours of training
Ig

within every su wo-year period following the initial 10
hours of training completed within the first 12 months of assuming
_duties, as\required by the Act. The training cycle becomes
concurrent witht ity’s fiscal year.

the Government Finance Officers Association of Texas
), the Government Treasurers Organization of Texas

the University of North Texas Center for Public
Management, the Texas Society of Certified Public Accountants, or
Jany other independent source approved by the Committee.

Training must include education in investment controls, security
risks, strategy risks, market risks, diversification of investment
portfolio, and compliance with PFIA.

Capability of Investment Management. Professional services
may be used to provide expertise in the areas of Investments, cash
management, bonded indebtedness, and other areas deemed
appropriate by City Council and the Executive Management Team

10
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(EMT). The EMT addresses quality and capability of investment
management through the utilization of State laws pertaining to
these services. These services shall be subordinate to City
Management and this Investment Policy, as applicable.

The City may contract with an Investment Advisor, who shall
adhere to the spirit, philosophy and specific term of this Investment
Policy and shall invest within the same standard of prudence. The
Investment Advisor must be registered with the SEC under the
Investment Advisor's Act of 1940 as well as with the Texas State
Securities Board. Advisors may assist the with  the
management of its funds and other responsgibilities including, but
not limited to: review of investment policy,,development of
appropriate investment strategies, curity “amalysis, trade

execution, security clearance, eale pliance,
investment reporting and security docu : ')
(3) Ethics Disclosure and Confl If an Investment

ts of Interest.
Officer has a personal business ioj as defined in the Act,

with a business organizatio aging in Investment transactions
with the City or, the officer is r d“within the second degree by
affinity or consanguinity to an individual seeking to transact with the
City, the Invest t fiwt disclose the relationship and file a
disclosure W)'Zhg\’:i ecretary and the Texas Ethics

Commission.

n view of Qualified Bidders list
d through broker/dealers and/or banks only.
The Committee will review, revise and approve the list of authorized
broker/de@annually\Th Investment Officers or investment advisor will
obtain.and maintain information on each authorized broker/dealer.
urities b
stm’wt Of ¢+ The following criteria must be met by firms on the list:
provision of an audited financial statement for the most recent period,
- proof of registration with the Financial Industry Regulatory Authority
(FINRA), and

- proof of current registration with the Texas State Securities
Commission.

IX. Establishment an
Investments shall be exec

r/dealers must meet certain criteria as determined by the

If the City has contracted with an Investment Advisor, the Advisor shall be
responsible for performing due diligence on broker/dealers and shall provide
a list of approved broker/dealers to the City no less than annually. The
Investment Advisor shall meet the requirements of Texas State Code
2256.003.

11
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X. Investment Policy Certification
The City shall present a copy of this Investment Policy to any business
organization offering to engage in an investment transaction with the City. An
authorized representative of an investment pool or Investment Advisory firm
acting in a discretionary capacity shall execute a Policy Certification form
substantially to the effect that the representative has received and thoroughly
reviewed the Investment Policy, and acknowledged that the organization has
implemented reasonable procedures and controls in an effort to preclude
investment transactions that are not authorized by this
except to the extent that the authorization is dependentn an ana
makeup of the City’s primary commingled portfolioor requires an
interpretation of subjective investment standards.

XI. Investment Reporting
Quarterly Reporting. The Investment Officers.and stme) Advisor shall
provide to City Council, not less than qu erIy, a written report of investment
positions and activity in accordance with S 3)23 of the Act.

Marking to Market. The quarterly invest t reportsshall include the market
value of the portfolio. Market values shall obtained from the Investment
Advisor or other mdep wch as a safekeeping institution or
industry publications. are’ unavailable from independent
sources, the City may o taln market values from its authorized brokers,
iding the market price is not the same broker that
sold the security to the Th rket price of investments acquired with
public funds is H‘Gﬂltored b third party Investment Advisor firm (engaged
by the City) with aceess to pricing applications (e.g. Bloomberg).

Xll. nternal Control\;\
The_Assi ity.Manager of Finance shall establish a system of internal
d to prevent losses due to fraud, employee error, negligence,
smfsthlrd y misrepresentation, and unanticipated market changes as
welltas”other foreseeable circumstances arising in the investment function.
The controls are to safeguard City assets and securities throughout the
investmentyprocess. The internal control structure shall be designed to
provide réasonable assurance that these Investment Policy objectives are
met and controls shall be reviewed annually with the independent auditor of
the City.

Transactions shall, in all cases, comply with established internal controls
especially as regards the transfer of funds.

The concept of reasonable assurance recognizes that:

12
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a. The cost of a control should not exceed the benefits likely to be
derived, and

b. The valuation of costs and benefits requires estimates and judgments
by management.

The controls shall address, at a minimum, the functions of documentation;
competitive bidding practices; delivery and custody of securities; perfected
ownership; collateralization; timely reconciliation of transactions, receipts and
statements; required audits; and financial counter-parties. The controls shall
address these functions with attention to potential collusion, separation of

duties, and clear delegation of authority.
[ gement
'$e nvestment

in conjunction
e guarterly reports.

Xlll. Review by Independent Auditor
The City’s audit engagement shall include a co
controls on investments and adherence to the C

policies. The compliance audit shall be

with the City’s financial audit and will include a review o
XIV. Annual Review and Adoption of
The City Council of the City of, Galvest

Investment Policy and its_inco
annually. The approvi esol&on

Policy.

)
QN

7

olicy and Strategies
shall review and adopt this
d investment strategies not less than
ill_list all changes being made to the
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Appendix A — Texas Government Code 2256
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Attachment A - Policy Certification
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